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SUBJECT: ECONOMIC DEVELOPMENTS 

SUMMARY: DELEGATIONS FROM THE IMF, WORLD BANK AND EC ARRIVED 
IN LISBON LAST WEEK FOR DISCUSSIONS WITH THE GOP. LARGE PRICE 
INCREASES ON BASIC SERVICES WENT INTO EFFECT APRIL 1. 

CITIBANK HAS OPENED A REPRESENTATIVE OFFICE IN LISBON. THE 
GOVERNMENT DECIDED FORMALLY TO END ITS INTERVENTION IN 
TORRALTA. NORTHERN RUBBER INDUSTRY IS EXPERIENCING 
DIFFICULTIES. THE ESCUDO/DOLLAR BUY RATE SHOWS LITTLE MOVEMENT. 
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END SUMMARY. 

1. GOP REOPENS NEGOTIATIONS WITH IMF: THE SOARES 
GOVERNMENT HAS REOPENED CRITICAL NEGOTIATIONS WITH THE 
IMF. HEARTENED BY THE RECENT SYMPATHETIC NEW YORK TIMES 
EDITORIAL AND BY SIMILAR EXPRESSIONS OF KEY MEMBERS 
IN THE US I.P.U. DELEGATION, THE GOP MAY BE HOPING THAT 
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INTERANTIONAL OPINION WILL COMPEL THE IMF TO SOFTEN ITS 
DEMANDS ON THE GOP. THESE HOPES DO NOT SUFFICE TO REMOVE 
DIFFICULT IMF NEGOTATIONS. THE APRIL 1 PRICE INCREASES FOR 
BASIC SERVICES MAKE CLEAR THAT THE MUCH-PROMISED AUSTERITY 
IS A REALITY. 

2. WORLD BANK VISIT TO PORTUGAL- FINANCING FOR LISBON 
WATER PROJECT: AN IBRD TEAM HEADED BY REGIONAL VP FOR 
EUROPE, MIDEAST AND NORTH AFRICA, MUNIR BENJENK, VISITED 
LISBON WEEK OF MARCH 20. IBRD REPORTEDLY EXPRESSED ITS 
WILLINGNESS TO GRANT $120 MILLION IN FINANCING FOR 
PORTUGUESE PROJECTS IN IRRIGATION, FERTILIZER AND 
TRANSPORTATION SECTORS. DURING THE VISIT, WORK BANK 
FORMALLY ANNOUNCED A 40 MILLION DOLLAR LOAN TO EXTEND 
LISBON'S WATER SUPPLY NETWORK (77 LISBON 9705 AND 9022). 

CREDIT IS REPORTEDLY FOR 15 YEARS AND CARRIES AN INTEREST 
RATE OF 7.45 PERCENT. 

3. EC VICE PRESIDENT ENCOURAGES GOP: DURING HIS LISBON 
VISIT LAST WEEK, EC VICE PRESIDENT LORENZO NATALI ASSURED 
THE GOP OF A FAVORABLE RESPONSE BY LATE APRIL ON ITS 
MEMBERSHIP APPLICATION TO THE EC. HE REVEALED THAT 
FORMAL NEGOTIATIONS ON ACCESSION WILL COMMENCE 

IN OCTOBER, 1978. DURING HIS STAY, NATALI MET WITH 
PRIME MINISTER SOARES, PRESIDENT EANES AND MEMBERS OF 
VIRTUALLY ALL PARTIES REPRESENTED IN THE LEGISLATIVE 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 03 LISBON 02593 01 OF 02 061819Z 

ASSEMBLY. HE INDICATED THAT THE EC, THROUGH THE EUROPEAN 
INVESTMENT BANK, WOULD PROVIDE SPECIAL FINANCIAL ASSISTANCE 
TO MODERNIZE PORTUGAL'S ECONOMY. 

4. PRICE INCREASES: AS PART OF OOP'S AUSTERITY MEASURES, 

PRICE OF GAS, WATER, ELECTRICITY AND PUBLIC TRANSPORTATION 
INCREASED ON APRIL 1. PRICE OF CITY GAS ROSE 43 PERCENT, 

BUTANE AND PROPANE GAS FROM 49 TO 55 PERCENT, DEPENDING 
ON WHETHER IT IS BOTTLED OR PIPED: WATER FROM 20 TO 29 
PERCENT; ELECTRICITY 50 PERCENT; BUS AND STREETCAR FARES 
FROM 47 TO 60 PERCENT; AND TRAINS FROM 32 TO 50 PERCENT. 
ALTHOUGH THE PUBLIC HAD EXPECTED THESE PRICES TO RISE, 

THE SIZE OF THE INCREASES WAS A REAL SHOCK. 

5. CITIBANK OPENS LISBON OFFICE: CITIBANK HAS BECOME 

THE FIRST FOREIGN BANK TO ESTABLISH A REPRESENTATIVE OFFICE 
IN PORTUGAL. ALTHOUGH LEGISLATION PRECLUDES THE 
ESTABLISHMENT OF NEW BANKS IN PORTUGAL, IT PERMITS 
REPRESENTATIVE OFFICES (DECREE LAW 745/76, OCTOBER 18, 

1976). CITIBANK APPLICATION, SUBMITTED IN EARLY 1977, 

OBTAINED APPROVAL IN NOVEMBER 1977; OFFICE WAS FORMALLY 
INAUGRATED MARCH 29, 1978. OTHER FOREIGN BANKS ARE 
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LIKELY TO FOLLOW CITIBANK EXAMPLE. 
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6. GOP DECIDES TO END TORRALTA INTERVENTION: COUNCIL 

OF MINISTERS ON MARCH 22 DECIDED TOTERMINATE GOVERNMENT 
INTERVENTION IN TORRALTA. PORTUGAL'S LARGEST TOURISM- 
REAL ESTATE COMPANY. ESTABLISHED IN 1965, FIRM GREW 
RAPIDLY PRIOR TO THE REVOLUTION. SINCE THEN, IT HAS BEEN 
IN CONTINUOUS DIFFICULTY. AS PART OF ITS DECISION TO 
RETURN TORRALTA TO ORIGINAL OWNERS, GOVERNMENT APPROVED A 
1 . 1 MILLION DOLLAR CREDIT TO THE COMPANY. GOP HAS 
ANNOUNCED ALSO ITS INTENT TO TERMINATE ALL INTERVENTIONS 
IN TOURISM SECTOR BY JUNE 30, 1978. 

7. RUBBER INDUSTRY INFLEXIBLE: SEVERAL OPORTO RUBBER 
INDUSTRIALISTS MET RECENTLY TO CONSIDER THEIR DIFFICULTY 
IN OBTAINING IMPORT LICENSES FOR PRIMARY MATERIALS. THEY 
CRITICIZED GOP FOR ITS RESTRICTIVE IMPORT LICENSE POLICIES 
LIMITED OFFICIAL USE 
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AND DEPLORED DRASTIC REDUCTION IN DOMESTIC BANK CREDITS 
FOR IMPORTS. THEY PREDICTED AN IMMINENT PARALYZATION OF 
RUBBER INDUSTRY, THREATENING 1 1,000 IOBS. INDUSTRY 
REPRESENTATIVES ESTIMATE THAT 45 PERCENT OF RUBBER PRODUCTION 
IS EXPORTED, EITHER DIRECTLY OR IN SUCH OTHER ITEMS AS 
SHOES. APPROXIMATELY 30 PERCENT OF SHOE EXPORTS INCROPORATE 
SOLES PRODUCED BY RUBBER INDUSTRY. 

8. ESCUDO/DOLLAR BUY RATE: ESCUDO/DOLLAR BUY RATE, WHICH 
STOOD AT 40.685 ON MARCH 20, CLOSED ON WEDNESDAY, 

APRIL 5, AT 41.005. 

BLOOMFIELD 
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